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My nameis Bob Mdone and | an Regiond Presdent for BP. BPisaglobd energy company,
formed from the recent mergers of five great companies, BP, Amoco, ARCO, Vastar and
Burma Castrol. We are proud of our heritage and the conduct of each company that came
together to form BP. Today we stand in front of the Committee as a completely new company.

Energy policy has been in the news on adaily basis over the past few months and West Coast
energy concerns have been given particular focus. At BP we are committed to working
together with this committee and al stakeholders to better understand the forces at work in the
energy marketplace. We must dso remain vigilant on behdf of our employees, contractors,
shareholders and customers to ensure that the record is accurate as to how we operate in the
market.

Our intention is to once again provide answers to any remaining questions regarding the padt,
with an eye to solving the future energy challenges of our customers, your condtituents. We are
fundamentally committed as a company and members of the community to give our customers
choice for hest, light and mobility; these are the products we sell. We believe our record is
second to nonein the United States with regard to cleaner fuels, climate change initiatives and
openness to the community.

| thank the Committee for this opportunity to address the topic of West Coast gasoline prices.
Let meturn directly to some of the issues that | was told would be the subject of today’s
hearing.

West Coast Gasoline Prices

West Coast gasoline marketing is extremely comptitive, yet West Coast gasoline prices are
among the highest in the nation. Numerous studies and findings have determined that the
gtuation is caused by avariety of market conditions. Specificaly, West Coast gasoline prices
are higher because:

1. Logidticaly, the West Coast is not easily accessible as compared to other regions. The
West Coadt infragtructure is chalenged in that there is limited pipeline connection to other
regions, and the primary mode of product import is by tanker and barge. Additiondly,



manufacturing is operating at full capacity resulting in sgnificant risk to supply should an
unexpected outage occur.

2. State gasoline taxes on the West Coast are among the highest in the nation.

3. West Coadt fud specifications are among the most stringent in the country. In particular,
Cdifornia Air Resources Board (CARB) gasoline is unique and more expensive to
manufacture. Cdifornia gasoline demand cannot easily be satisfied through imports from
adjacent regions nor from other refineries within PADD V. Since CARB gasoline is not
fungible among other western states, supply volatility isincreased.

Pricing Practices

We have fully cooperated with an ongoing FTC investigation of West Coast gasoline prices and
expect the results soon. We believe the evidence will show that BP is one of the most
competitive marketers in the region and show no findings of wrongdoing, Smilar to findings
from pagt investigetions.

We dso understand that the FTC investigation has become primarily focused on the practice of
‘redlining.” Our distributor supply contracts do not contain territoria restrictions, sometimes
cdled ‘redlining.” On the West Coadt, we have very few distributor supply agreements and this
practice does not apply to us. Our decision to use direct marketing facilities is based on the
efficiencies of the supply chain for effective cost management.

Concerning dedler pricing practices, we use price zones to meet competition and comply with
thelaw. The Robinson-Patman Act prohibits a supplier from discriminating in price among its
customers who are in direct competition. We use price zones to ensure that al branded
facilities in a price zone receive the same wholesale price. Price zones are defined through
andyds of traffic patterns and physical boundaries such asrivers, freeways and industrid parks,
etc. Thereisno dtation count criterion for establishing a price zone. As aresult, while the
wholesde priceis the same for every Ste within a price zone, each station operator
independently setsits retail or Street price.

ANS Exports

A codition of Alaskaand Cdifornia oil producers, Maritime Labor, shippers and contractors
banded together to reped the ANS export ban in 1995. Theidea originated in Vice Presdent
Gore' s Report, Reinventing Government that was acted upon through a study by then
Secretary of Energy Hazdl O'Leary. Legidation was introduced in the House of
Representatives where it passed by a vote of 361 to 54, and in the Senate where it passed a
vote of 6910 29. Presdent Clinton signed the bill into law on November 28, 1995.



Regarding the suggestion that BP s ANS exports have increased West Coast gasoline prices,
severd things can and should be said on thistopic:

1.

BP s ANS exports have not affected West Coast crude oil prices. Crude oil isaglobal
commodity, and ANSistraded in that globd market. Thetrading activity of no sngle
person or company can affect crude oil prices. On the West Coast as elsewhere, exports
are balanced by imports, and the global forces of supply and demand establish prices.

ANS exports have had no effect on West Coast gasoline prices. According to the Generd
Accounting Office's Satigtica and economic analysesin this connection, “the prices of
gasoline, diesdl, and jet fuel on the West Coast did not significantly change as aresult of
lifting the [ANS] export ban.” The same study found that, “West Coast consumers appear
to have been unaffected by lifting the [ANS export] ban, because the prices of important
petroleum products they use have not increased.” Genera Accounting Office, “Alaskan
North Sope Qil: Limited Effects of Lifting Export Ban on Oil and Shipping Industries and
Consumers,” GAO/RCED-99-191, (July 1999) at 30,31. Economist Carl Shapiro’s own
study of the relationship between ANS prices (moving done) and West Coast gasoline
prices came to the same conclusion —increases in the price of ANS crude relative to other
crude oils does not affect the price of gasoline.

ANS exports have no relevance to current discussions of West Coast gasoline prices.
Today, BP isaWest Coadt refiner and currently refines more Alaska North Sope crude oil
than it produces. We have not exported ANS crude since June 2000. To our knowledge,
no other company has exported Alaska North Slope crude since that time, either. BP has
no plansto export ANS crude at thistime.

Crude Trading

We dso would like to take this opportunity to address the suggestion made in the press recently
that documents produced to the FTC in connection with BP s acquisition of ARCO somehow
reflect illega or improper conduct. The suggestion issSmply not true. Some of BP strading
documents may have been unfortunately worded, and the press has highlighted that fact, but the
documents do not change the globa nature of these West Coast crude markets. Considered in
the context of these market redities, BP s trading documents reflect nothing more than effortsto

engage in normd trading activities, which are not only proper, but, in the larger view, essentid
to the efficient operation of globa markets.

In this connection, the FTC, in approving the BPPARCO merger, specificaly noted that BP' s
trading activity waslegd: “It isimportant to emphasze that BP s unilateral actions were not
illegd under the antitrust laws — and, indeed, the complaint makes no alegations that exports
wereillegd.” Further, as most relevant to the focus of the hearing, BP s ANS exports have not
been afactor in West Coast gasoline prices as established by the Genera Accounting Office
and Shapiro analyses referenced earlier.



Confidential Documents

We grongly disagree with those who suggest that confidentiad documents held in agreement
with the Federal Trade Commission be rleased. These documents must remain confidentid.

1. Confidentid documents are standard procedure for al merger applications.

2. Thisrequest affects anumber of companies other than BP, who are not here today and
some of these companies currently have matters pending before the Commission.

3. This matter has been the subject of arigorous federa court review, and afedera judge, the
FTC and the Attorneys Generd of Oregon, Cdifornia, Washington and Alaska have
participated in and endorsed this process and its outcome.

The essentid information concerning BP s pre-merger ANS exports and trading activity is
summarized in the public record. The FTC' sinterpretation of those documents and activities
was included in public filings as part of the FTC's BRARCO merger lawsuit last year, and
many of the documents themselves were made public as the result of proceedingsto unsed the
record. The only portions of the BP documents that have not been made public have been
determined by federa court proceedings to contain confidential and legitimately protected trade
secret information. BP and third parties dike provide large volumes of sensitive documents to
the FTC in reliance upon the continued confidentidity of ther trade secrets. These expectations
of continued confidentiaity need to be honored for the proper and efficient conduct of this
system of regulatory review. We have confidence that these rigorous federa proceedings have
struck a proper balance concerning what information should be made public, and what
information is properly kept confidentid.

Recommendations

Returning to the specific issue for this hearing, West Coast gasoline prices are higher than the
national average. We have listed some of the reasons for thisfact. While some of these factors
can be managed through public policy, we need a nationd energy policy. We recommend the
fallowing:

1. Gasoline must be made more fungible to reduce supply voldility and increase flexibility.
Oxygenates are not required in gasoline to meet air emission standards.  The required use
of oxygenates in gasoline complicates the industry’ s ability to move gasoline to areasin
short supply.

2. We need infrastructure to ensure that growing energy demand can be managed. The
current pipeline network must be expanded to ensure that natura gas, crude ail, gasoline
and other fuels are efficiently ddivered to cusomers.



3. Thetrade-off between energy and environmenta policy must be managed so that we
continue to meet our commitment to a clean environment, while alowing for the building of
new units required to manufacture the new cleaner fuds, which BP supports.

4. The Unocd fuds patent unnecessarily complicates the manufacturing process and increases
costs. The patent formulation adds little value and should be reviewed by the United States
Petent office.

| thank you for the opportunity to testify.



